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Argentina's trade balance for the first two months of 1994 continued the negative trend that began
in mid-1992, according to a report released on May 3 by the official statistics agency (Instituto
de Estadisticas y Censos, INDEC). INDEC reported a US$1.1 billion trade deficit for January
and February, representing an 800% increase compared to the same period in 1993. The report
caused concern in some financial sectors, although government economists tried to minimize its
importance. Export earnings did increase slightly in the January- February period, with the US$1.9
billion in reported income representing a 4.4% climb over the same period in 1993. Nevertheless, the
gain was eclipsed by a whopping 55% jump in imports, which totalled just over US$3 billion.
According to INDEC's secretary for economic programming, Juan Llach, the moderate performance
in the export sector was largely caused by adverse weather conditions, which stunted growth in the
agricultural sector, in turn limiting the expansion of exports. At the same time, raw material exports
plummeted by 19.6%, and the sale of oil and other fuel products fell by 3%. Nevertheless, although
the modest export performance aggravated the trade deficit in January-February, the real problem
lay in the staggering increase in imports, which included a 114.7% jump in the purchase of capital
goods; 38.6% in spare parts and accessories for capital goods; 35.4% in intermediate goods; 30.5% for
consumer goods; 37.2% in passenger cars; and 178.4% in fuel. Imports from the US topped the list
during January and February, reaching US$838.2 million. Brazilian imports were second, totalling
US$569.9 million, followed by Germany, with US$194.6 million, and Italy with US$172.5 million.
Brazil continued to be the largest buyer of Argentine goods, with purchases of US$395 million,
followed by the US with US$214.5 million, and the Netherlands with US$162.1 million. Argentina's
trade deficit grew with the other three members of the Southern Cone Common Market (Mercosur),
Brazil, Paraguay, and Uruguay. In January and February, Argentine exports to those countries
climbed 13.6% to US$534.9 million. At the same time, however, imports grew to US$687.7 million, a
48% jump compared to 1993.
And, with the three NAFTA countries Mexico, Canada and the US Argentina also showed a negative
balance, with exports of US$243.7 million and imports of US$881.7 million. INDEC predicts that if
the present trend continues, the trade deficit could reach a record US$5 billion by year-end, a 39%
increase compared to 1993. Last year, the deficit reached US$3.6 billion a 35% jump over 1992 with
imports totalling US$16.5 billion and exports US$13 billion. Many economic analysts trace the roots
of the present trade imbalance to April 1991 when the government of President Carlos Menem froze
Argentine currency on a parity with the US dollar, which greatly increased the demand for imported
goods while slighting the export sector. While the 1991 trade balance showed a surplus of US$4
billion, the surplus began receding and in 1992 the balance was a negative US$3 billion.
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When the 1993 deficit jumped to US$3.6 billion, government officials attributed the rise to an
increase in the import of capital goods used to modernize and retool industrial plants, which, they
said, was positive for the overall economy, not negative. However, some industrialists insist that
the majority of imports are really consumer goods especially expensive items such as luxury cars
rather than capital goods for production, encouraging many business associations to pressure the
government to adopt measures to slow imports.
Moreover, the Argentine Industrial Union (Union Industrial Argentina, UIA) says that extremely lax
customs controls are also encouraging widespread corruption, especially "underbilling" of imports.
"We are quite concerned, especially since the government is not attaching much significance to
the trade deficit," said UIA president Jorge Blanco Villegas. "I don't know whether conditions in
Argentina will permit such a huge deficit to continue much longer without it affecting growth."
Claudio Sebastiani, UIA director and congressional deputy, said that the government should make a
decision to import only what is absolutely essential. Sebastiani also said that the government needs
to take another look at Mercosur and examine closely what participation in NAFTA will really mean,
because "today the trade deficit is larger with the NAFTA countries than it is with our neighboring
countries." Despite the growing criticism from the business community, the government still insists
that the deficit does not represent a major problem for the economy.
Indeed, Economy Minister Domingo Cavallo says that the high level of capital goods imports reflects
growing confidence among investors to modernize their enterprises and open new businesses. In
addition, Cavallo says that ample access to foreign credit, as well as the country's substantial foreign
reserves, are more than adequate to cover the deficit, although he did advise importers to "tighten
their belts" if international interest rates continue to rise. Rather than erect protectionist tariffs and
barriers to block imports, the government argues that more should be done to promote exports.
Although officials must yet announce concrete measures, one possibility might be the creation of a
new state export promotion office to help the private sector seek new markets for its products.
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